This paper studies whether a monetary union can be managed solely by a rule-based approach. The Five Presidents' Report of the European Union rejects this idea. It suggests a centralisation of powers. We analyse the philosophy of policy rules from the vantage point of the German economic school of thought. There is evidence that a monetary union consisting of sovereign states is well organised by rules, together with the principle of subsidiarity. The root cause of the euro crisis is rather the weak enforcement of rules, compounded by structural problems. Therefore, we suggest a genuine rule-based paradigm for a stable future of the Economic and Monetary Union.
Since the onset of the euro crisis, there has been a lively debate about the challenges facing the European Economic and Monetary Union (EMU). In fact, the outbreak of the fi nancial crisis and the European sovereign debt crisis can be attributed to several factors. 1 The eurozone does not simply face a sovereign debt crisis, as often supposed; rather, it faces a macro-crisis and a crisis of confidence. In 2015 the presidents of the European institutions published a report with the subtitle "Completing Europe's Economic and Monetary Union", 2 a report that is commonly referred to by its main title, the "Five Presidents' Report". Interestingly, the report is based on a previous paper titled "Towards a Genuine Economic and Monetary Union".
3 Both reports attempt to develop a roadmap for the future of the EMU. Critics of the rule-based notion argue that the euro crisis demonstrates its fl aws. Therefore, so the argument goes, there is a need for a new approach to tackle the future challenges. Nevertheless, research reveals rather weak evidence for this argument. 5 First of all, there are numerous root causes and vulnerabilities that caused the crisis. It turns out that the major problem is the weak enforcement of existing rules rather than the rule-based approach alone.
6 Consequently, the existing policy rules cannot be solely responsible for all the diffi culties. Con- trary to this evidence, the fi ve presidents boldly suggest the need for centralisation. They claim that the EMU "... cannot be managed through rule-based cooperation alone" and thus requires risk and sovereignty sharing.
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We demonstrate that risk and sovereignty sharing does not necessarily tackle the economic problems of the EMU. In addition, a centralised approach in a monetary union with sovereign states has its own fl aws due to domestic interests and most importantly different economic traditions. We propose an alternative. In order to stick to the Maastricht philosophy, we propose a redesign of the policy rules and the utilisation of the Europeans' subsidiarity principle 8 together with the principle of self-responsible member states 9 . This approach consists of a simple idea: policy rules have to discipline the incompliant member states and imitate market mechanisms, especially those that are switched off in the monetary union. Furthermore, changes to commonly agreed upon policy rules should be prohibited or strictly bound to unanimity. Otherwise, the rules are time-inconsistent and negotiable, particularly in diffi cult times. Any adjustment of the rules should be done by either independent expert boards or mechanisms. In fact, neither risk nor sovereignty sharing can be a policy option in the near future due to the member countries' reluctance to surrender sovereignty.
Below, we provide a philosophical review on the rule of law. We then discuss the economic origin and theory of policy rules. Finally, we describe our rule-based paradigm before concluding.
Philosophy of the rule of law
In philosophy, debates on the rule of law started with Plato (424-348 BC), who developed seminal theories on governance and state. According to Plato, a state and a justice system are mainly based on coherency and reason. He claimed that a state based on reasoning requires consensus. However, it is infeasible to achieve consensus without an organisational hierarchy. Therefore, he proposed the rule of law as a second-best option. A similar philosophy, despite some differences, can be found in Aristotle , who developed the idea that a state requires a system of justice. A fair relationship can be achieved only with an independent legal system based on the rule of law.
Turning away from Ancient Greece, the next political philosopher of relevance is Thomas Hobbes (1588-1679), 7 J.-C. J u n c k e r et al., op. cit., p. 5. 8 Art. 5 of the Treaty on European Union. 9 Art. 125 of the Treaty on the Functioning of the European Union. who established liberal ideas that are considered fundamental even today, such as equality of all, the need for an engaged civil society and the idea of representative political power based on the opinion of citizens. In his main work, Leviathan, Hobbes sets out a plan for a modern state. He preferred a strong central authority to avoid the evil of disorder or civil war; however, this central authority is an institution based on the rule of law.
John Locke (1632-1704), commonly known as the "father of liberalism", postulated a social contract model similar to Hobbes. The rule of law (civic laws) is the prerequisite in shaping human actions and behaviour. Contrary to Hobbes, he emphasised the sovereignty of humans. Locke argued that the rule of law has to be enforced by a politically independent authority. This is in line with Jean-Jacques Rousseau (1712-1778), who added that states must be democratically founded. In the tradition of liberalism, both David Hume (1711-1776) and Adam Smith (1723-1790) argued along similar lines of reasoning. However, they proposed a spontaneous order of states by bottom-up market mechanisms.
Certainly the greatest philosopher in this fi eld is Immanuel Kant (1724-1804), whose idea serves as the basis of liberalism to this day. He argues that human life is bound to space and time by senses and reason. The world "as it is" is unknowable. Consequently, our experience of things is always limited to the "phenomenal" world as perceived by our senses. We do not have explicit access to things in an objective "reality", the so-called "noumenal" world. Thus, experience is purely subjective and cannot be processed by pure reason. However, Kant, arguing in the tradition of Hobbes, believed that a strong centralised authority cannot be the solution. He proposed both fi xed rules and values for a society in a state, such as transparency and fairness. Such a state model will eventually be the result of history according to Kant, although it will not be rationally planned.
In conclusion, political philosophy demonstrates the importance of the rule of law over the span of 2,000 years. Interestingly, however, all philosophical theories share the critical assumption of a homogenous society or state. Hence, the foundation of heterogeneous states, such as a monetary union, is not comprehensively considered in philosophy. In fact, under those circumstances, social scientists repeatedly emphasise the benefi ts of a federal approach.
